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I ndependent Auditor’s Report

To the Board of Trustees
Marion Water Department
Marion, lowa

We have audited the accompanying financia statements of the business activities and each mgor fund information
of the Marion Water Department, a component unit of the City of Marion, as of and for the year ended June 30,
2004, which collectively comprise the Marion Water Department’s basic financid statements as listed in the table
of contents. These basic financid Saements are the respongbility of the Marion Water Department’s
management. Our responsbility isto express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generaly accepted in the United States of
America, Chapter 11 of the Code of lowa, and the standards agpplicable to financia audits contained in
Government Auditing Standards, issued by the Comptroller Genera of the United States. Those standards and
provisions require that we plan and perform the audit to obtain reasonable assurance about whether the financia
datements are free of materid misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financid statements. An audit aso includes assessing the accounting principles
used and dgnificant edimates made by management, as wel as evduding the overdl financid datement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financia statements referred to above present farly, in dl materid respects, the financid

position of the business activities of each mgjor fund of the Marion Water Department at June 30, 2004, and the
results of its operations and the cash flows for the year then ended in conformity with accounting principas
generdly accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 2, 2004
on our congderation of the Marion Water Department’s interna control over financia reporting and our tests of
its compliance with certain provisons of laws, regulations, contracts and grants. This report is an integra part of
an audit performed in accordance with Gover nment Auditing Standards and should be read in conjunction with
this report in considering the results of our audit.

Management’s Discussion and Anadysis and budgetary comparison information on pages 5 through 9 and 24
through 26 are not required parts of the basic financid statements, but are supplementary information required by
the Governmental Accounting Standards Board.  We have applied certain limited procedures, which consisted
principdly of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. We did not audit the information and express no opinion on it.

Our audit was performed for the purpose of forming opinions on the financia statements that collectively comprise
the City of Marion’s basic financia statements. We previoudy audited, in accordance with the sandards referred
to in the second paragraph of this report, the financia statements for the year ended June 30, 2003 (none of which
are presented herein) and expressed unqualified opinions on those financid statements.

Cedar Rapids, lowa
September 2, 2004



Management’s Discussion and Analysis

As management of the Marion, lowa Water Department, we offer readers of the Department’s financia
datements this narrative and analysis of the financid datements of the Marion Water Department for the fisca
year ended June 30, 2004, in comparison with the prior fisca year's results. Professona standards require the
incluson of certain comparative information in the Management’ s Discussion and Andysis (MD&A).

Financial Highlights

The assets of the City of Marion Water Department exceeded its lighilities at the close of June 30, 2004, by $9.4
million (net assets). Of this amount, $1.7 million (unrestricted net assets) may be used to meet the government’s
ongoing obligationsto citizens and creditors.

The Department’ s net assets increased by $949,617.

At the end of the current fiscal year, unreserved fund baance for the generd fund was $1.4 million, or 100
percent of the total Generd Fund expenditures.

The Water Department has no debt obligations, either existing July 1, 2003, or issued during the fiscal year.

Overview of the Financial Statements

This discusson and andysis are intended to serve as an introduction to the Marion Water Department’s besic
financid datements. The Depatment’s badsc financid statements are comprised of three components. 1)
gatements of business-type activities of the Water Enterprise Fund, a component unit of the City of Marion, 2)
fund financid statements, and 3) notes to the financia statements.

This report is made in compliance with Government Accounting Standards Board Statement No. 34. Besides the
Management’s Discusson and Andyss, the report consss of enterprise-wide statements, fund financid
satements, notes to the financid datements, combining schedules of other business-type funds, and
supplementary information. The mgor business-type activies include activities of the Water Enterprise Utility.
Other business-type funds include activities of the Meter Deposit Fund and the Medica Benefits Fund.

Enter prise-wide Financial Statements

The enterprise-wide financid statements include the Statement of Net Assets. The Statement of Net Assets
presents information on the Water Department’s assets and liabilities, with the difference between the two
reported as Net Assets. Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financid pogtion of the Department is improving or deteriorating.  The government activities reflect
capital assets induding infrastructure and long-term ligbilities and business activities reflect capita assets and long-
term lighilities.

Enter prise-wide Financial Statements (continued)



The Statement of Activitiesis dso included in the enterprise-wide financid statements. The focus of the Statement
of Activities is to show how the entity’s assats changed during the most recent fisca year. All changes in net
assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the timing of the
related cash flows. Thus, revenues and expenses are reported in this statement for some items that will only result
in cash flowsin future fiscd periods (e.g., uncollected charges for services and earned but unused vacation leave).
The enterprise-wide statements include the Statement of Net Assets and the Statement of Activities and can be
found on pages 11- 13 of this report.

Statement of Net Assetsfor the Fiscal year Ended June 30, 2004

This sction discusses and andyzes sgnificant differences between this and the prior fiscd year. A condensed
verson of the Statement of Net Assets as of June 30, 2004 follows:

Business-type Activities

2004 2003

Cash and investments $1,711,812 $1,357,511
Other assets 768,692 766,309
Capita assets 7,504,546 6,877,816
Tota assats $9.985.,050 $9.001.636
Current liabilities $ 575420 $ 540,899
Noncurrent lighilities 45,773 43,215
Totd liabilities $ 621193 $ 584.114

Net assets:
Invested in capital assets, net of debt $7,504,545 $6,877,816
Redtricted 150,000 150,000
Unrestricted 1,709,312 1,386,424
Total net assats $9.363.857 $8.414.240

Business-type Activities

Net assets increased mainly due to capitd contributions of new subdivisons, an increase of $553,584 for the
fiscal year 2004, and charges for services exceeding operating expenses by $396,033.

Statement of Activitiesfor the Fiscal Year Ended June 30, 2004

This section discusses and andyzes sgnificant differences in fiscd year activites. A summary verson of the
Statement of Activitiesfollows:

Business-type Activities

2004 2003

Revenues:
Charges for services $4,823,884  $4,576,665
Capitd grants and contributions 553,584 671,569
[nvestment income 30,016 41,564
Miscdllaneous revenue 275,223 203,207
Totd revenues 5,682,707 5,493,005

Statement of Activitiesfor the Fiscal Year Ended June 30, 2004 (continued)



Business-type Activities

2004 2003
Expenses.

Operating expense 1,567,403 1,516,795
Intergovernmentd transfer 3,165,687 2,979,053
Changesin net assets 949,617 997,156
Beginning net assets 8,414,240 7,144,083
Ending net assets $9,363.857 $8.414.240

Business-type Activities

Charges for services is the primary revenue source for business-type activities and are comprised of water sales
and charges for other services and commodities. Investment income accounts for 1.6 percent of tota revenues.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objects. The City of Marion, like other state and loca governments, uses
fund accounting to ensure and demongtrate compliance with finance-related legd requirements. All of the funds
of the City can be divided into three categories. governmentd funds, proprietary funds and fiduciary funds.

Governmental Funds

Governmenta funds are not included within the Water Department financid statements, but are included within
the City of Marion Statements. Those statements may be viewed or obtained through the Office of the Finance
Director, City Hall, 1100 8" Avenue, Marion, lowa 52302.

Proprietary Funds

The Marion Water Department is a type of Proprietary Fund, an Enterprise Fund. The Water Enterprise Fund
is used to report functions of this component unit of the City of Marion, and functions are shown as business-
type activities in the financid statements.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outsde the government.
Fiduciary funds are not reflected on the government-wide financial statements because the resources of these
funds are not available to support the Water Department’ s programs.  The accounting used for fiduciary fundsis
much like that used for proprietary funds. The basic fiduciary funds financid statements can be found within the
Other Business-type Funds of the financid satements.

Notesto the Financial Statements
The notes provide additiona information that is essentid to a full understanding of the data provided in the

government-wide and fund financid statements. The notes to the financid statements can be found on pages
27-35 of thisreport.

Budgetary Highlights- General Fund



The Water Department had one budget amendment during the fiscal year. The amendment increased
anticipated revenues by $1,140 and anticipated expenditures by $100,000 to alow for a land purchase
commitment.

Capital Assetsand Debt Administration

Capital Assets

As of June 30, 2004, the Water Department had invested $7,504,546 (net of depreciation) in capital assets as
are reflected in the following table. These investments include land, buildings, improvements, machinery and
equipment, water storage tanks, and underground facilities (including fire hydrants).

Business-type Activities

2004 2003

Land $ 265,094 $ 240,094
Building, wells, and towers 1,481,802 1,481,802
Meters 322,642 322,642
Machinery and equipment 390,319 255,175
Didtribution system 6,712,403 6,051,882
Congtruction in progress 179,300 163,481
Accumulated depreciation (1,847,014) (1,637,260)

Total $7.504546 $6.877.816

The following table reconciles the change in capital assats. The amount for business-type activitiesis $230,790,
which represents a 3.5 percent increase. Detail of this summary is presented in Note 4 on pages 32 and 33.

Business-type Activities

2004 2003
Beginning baance $6,877,816  $6,647,026
Additions 657,184 257,376
Retirements - net of depreciation - -
Depreciation (209,754) (190,067)
Congtruction in progress 179,300 163,481
Ending Balance $7.504546 $6.877.816

Business-type Activities

Contributions due to subdivision development totaled $553,584, with construction in progress of $179,300.
Debt Administration

The Marion Water Department had no outstanding debt and no debt issues pending during the fiscd year.

Economic Factors



The unemployment rate for Linn County is currently a 4.5 percent, which is dightly higher than the previous
year of 4.2 percent. Although this rate has risen, it is not necessarily a bad sign due to the fact the labor force
was S0 tight previoudy it was sometimes difficult to find quaified workers.

The average hourly manufacturing wage rate is caculated on a cdendar year, thus, the 2003 information is not
avallable. For 2001, the average hourly manufacturing wage rate for Linn County was $19.19. For 2002, that
rate was $19.53.

Retall sales are aso reported on afiscal year, April 1to March 31, basis. For fiscal year 2001 (April 1, 2000
to March 31, 2001), retail sales for Marion were $237.9 million and $2,623.4 million for Linn County. For
fisca year 2002, retail sales were $253.6 million for Marion and $2,721.1 million for Linn County.

The totd vaue of building permits for fiscd year 2003 was approximatdy $77.4 million. This compares with
the fiscal year 2002 amount of $38.1 million. This increase of $39.3 million is mostly due to congtruction of a
new school, two large industrid facilities and severd large multi-family resdentid projects.

Next Year’s Budget and Rates

The Marion Water Board of Trustees has established a FY 2004-05 budget without any adjustments in water
rates. The Board of Trustees, under provisions of Section 388 of the Code of lowa, establishes and approves
the budget for the Water Department. As acomponent unit of the City of Marion, the Department’ s budget is
filed for record as part of the City of Marion’s budget.

Financial Information Contact

The Water Department’ s financid statements are designed to present users (citizens, customers and prospective
customers) with a generd overview of the Department’s finances and to demondrate the Department’s
accountability. If you have questions about the report or need additiona financid information, please contact
the Office of the Water Administrator, City Hall, 1100 8" Avenue, Marion, lowa 52302.
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MARION WATER DEPARTMENT

Statement of Net Assets

ASSETS

Current assets:
Cash and investments
Recevables.
Accounts receivable
Unbilled revenue
Inventories
Prepaid insurance

Total current assats

Noncurrent assets:
Land
Buildings, wells and towers
Vehicles
Computers

Equipment
Pipes and hydrants
Meters
Less accumulated depreciation
Congtruction in progress

Total noncurrent assats

TOTAL ASSETS

June 30, 2004

11

Business-type
Activities

$ 1,711,812

254,851
438,898
58,550
16,393

2,480,504

265,094
1,481,802
287,968
9,267
93,084
6,712,403
322,642
9,172,260
(1,847,014)
7,325,246
179,300

7,504,546

$ 9,985,050



LIABILITIES

Current ligbilities:
Accounts payable
Accrued payroll
Other accrued expenses
Due to other governments

Totd current ligbilities
Noncurrent ligbilities:
Due within one year:
Compensated absences
Due after one year:
Compensated absences
Tota noncurrent ligbilities

Totd licbilities

NET ASSETS

Invested in capita assets, net of related debt

Redtricted for:
Future construction
Unreserved

TOTAL NET ASSETS

These financid statements should be read only in connection
with the accompanying notes to the financia statements.

Exhibit A

Business-type
Activities

$ 78,810
18,698

3,886

474,026

575,420

22,483
23,290

45,773
$ 621,193

$ 7,504,545
150,000

1,709,312

$ 9,363,857



MARION WATER DEPARTMENT
Statement of Activities

For the Year Ended June 30, 2004

Operating revenues.
Charges for services
Miscellaneous

Totd operating revenue

Operating expense:
Personal services
Services and commodities
Depreciation
Other
Totd operating expense
Operating income
Nonoperating revenue (expense):
I ntergovernmental
Invesment income
Tota nonoperating revenue (expense)
Income before contributions and transfers
Capital contributions
Trandersin
Trandfers out
Change in net assets
Beginning net assets

Ending net assets

These financia statements should be read only in connection
with the accompanying notes to the financia statements.

Exhibit B

Business-type
Activities

$ 4,823,884
275,223

5,099,107

596,206
559,150
209,754
202,293

1,567,403

3,531,704

(3,165,687)
30,016

(3,135,671)

396,033

553,584
97,218
(97,218)

949,617
8,414,240
$ 9,363,857




MARION WATER DEPARTMENT

ASsets
Current assets:

Cash and invesments

Recevables.
Accounts receivable
Unbilled revenue

Inventories

Prepaid insurance

Totd current assets

Noncurrent assets:
Land
Buildings, wells and towers
Vehicles
Computers

Equipment
Pipes and hydrants
Meters
Less accumulated depreciation
Congtruction in progress

Total noncurrent assats

Total assets

Balance Sheet
June 30, 2004
Water
Fund
$1,526,820
70,221
149,502

58,550
16,393

Sewer
Rental
$ 10,352

119,980
195,139

Solid
Wadste
$ 5,304

64,650
94,257

M eter
Deposits

$ 68,957

1,821,486

325,471

164,211

265,094
1,481,802
287,968
9,267
93,084
6,712,403
322,642

9,172,260
(1,847,014)

7,325,246
179,300

7,504,546

$9,326,032

14

$ 325471

$ 164211

$ 68957



Medical
Benefits

$ 100,379

Total

$1,711,812

254,851
438,898
58,550
16,393

100,379

2,480,504

265,094
1,481,802
287,968
9,267
93,084
6,712,403
322,642

9,172,260
(1,847,014)

7,325,246
179,300

7,504,546

$ 100,379

$9,985,050

(continued)

Exhibit C



MARION WATER DEPARTMENT

Balance Sheet
June 30, 2004
Water Sewer Solid M eter
Fund Rental Waste Deposits
Liabilities
Current ligbilities
Accounts payable $ 73012 3 - $ - $ -
Accrued payroll 18,698 - - -
Other accrued expenses 3,886 - - -
Due to other governments - 315,119 158,907 -
Totd current ligbilities 95,596 315,119 158,907 -
Noncurrent ligbilities:
Due within one year:
Compensated absences 22,483 - - -
Due dfter one year:
Compensated absences 23,290 - - -
Tota noncurrent ligbilities 45,773 - - -
Totd lidbilities 141,369 315,119 158,907 -
Fund Bdance:
Invested in capital assets, net of
related debt 7,504,545 - - -
Restricted for:
Future construction 150,000 - - -
Unreserved 1,530,118 10,352 5,304 68,957
Totd fund balance 9,184,663 10,352 5,304 68,957
Total liabilitiesand fund
balances $9.326,032 $ 325471 $ 164211 $ 68,957

16



Exhibit C

Medical
Benefits Total

$ 5798 $ 78810
- 18,698
- 3,886
- 474,026

5,798 575,420

- 22,483
- 23,290

- 45,773

5,798 621,193

- 7,504,545

- 150,000
94,581 1,719,312

94,581 9,363,857

$ 100,379  $9.985,050

These financid statements should be read only in connection
with the accompanying notes to the financial statements.
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MARION WATER DEPARTMENT

Statement of Revenues, Expendituresand

Operating revenues.
Charges for services
Miscellaneous

Totd operating revenues

Operating expense:
Persond services
Services and commodities
Depreciation
Other

Totd operating expense
Operating income (10ss)
Nonoperating revenue (expense):
I ntergovernmental
Invesment income

Tota nonoperating revenue
(expense)

Income (loss) before
contributions and
transfers

Capitd contributions
Trandersin
Trandfers out
Change in net assets
Beginning fund baance

Ending fund balance

Changesin Fund Balances

For the Year Ended June 30, 2004

Water Sewer Solid M eter
Fund Rental Waste Deposits
$1,670,080 $2,186,298 $ 967,506 $ -
249,421 - - 25,802
1,919,501 2,186,298 967,506 25,802
596,206 - - -
453,398 - - -
209,754 - - -
177,022 - - 25,271
1,436,380 - - 25,271
483,121 2,186,298 967,506 531
- (2,193,597) (972,090) -
30,016 - - -
30,016 (2,193,597) (972,090) -
513,137 (7,299) (4,584) 531
553,584 - - -
(97,218) - - -
969,503 (7,299) (4,584) 531
8,215,160 17,651 9,888 63,426
$9.184663 $ 10352 $ 5304 $ 68,957

18




Exhibit D

Benefits Total

$ - $4,823,884
- 275,223

- 5,099,107

- 596,206
105,752 559,150
- 209,754
- 202,293

105,752 1,567,403

(105752) 3,531,704

- (3,165,687)
- 30,016

- (3,135,671)

(105752) 396,033

- 553,584
97,218 97,218
- (97,218)

(8534) 949,617
103,115 8,414,240
$ 094581 $0.363.857

These financid statements should be read only in connection
with the accompanying notes to the financia statements.
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MARION WATER DEPARTMENT

Statement of Cash Flows

Cash flows from operating activities:
Cash received from users
Cash paid to employees
Cash paid to suppliers

Net cash flows from operating
activities

Cash flows from non-capita financing activities:
I ntergovernmental
Operating transfersin (out)

Net cash flows from non-capital
financing activities
Cash flows from capita and related financing
activities
Purchase of capital assets
Cash flows from invedting activities
Purchase of investments

Interest from investments
Rent from house

Net cash flows from investing
activities

Net increase (decrease) in cash and cash
equivaents

Cash and cash equivdents, duly 1, 2003
Cash and cash equivdents, June 30, 2004

20

June 30, 2004
Water Sewer Solid M eter
Fund Rental Waste Deposits
$1,922,864 $2,186,298 $ 967506 $ 25,802
(690,242) - - -
(510,849) - - (25,271)
721,773 2,186,298 967,506 531
- (2,193,597) (972,090) -
(97,218) - - -
(97,218) (2,193,597) (972,090) -
(292,428) - - -
(50,000) - - -
24,199 - - -
13,798 - - -
(12,003) - - -
320,124 (7,299) (4,584) 531
942,150 17,651 9,888 31,426
$1262274 $ 10352 $ 5304 $ 31957




Exhibit E

Medical
Benefits Total

$ - $5,102,470
- (690,242)
(99,954) _ (636,074)

(99,954) 3,776,154

- (3,165,687)
97,218 -

97,218  (3,165,687)

- (292,428)

- (50,000)
- 24,199
- 13,798

- (12,003)

(2,736) 306,036
103,115 1,104,230
$ 100379 $1.410.266

(continued)
21



MARION WATER DEPARTMENT
Statement of Cash Flows

June 30, 2004
Water Sewer Solid M eter
Fund Rental Waste Deposits
Operating income (loss) $ 483,121 $2,186,298 $ 967,506 $ 531

Adjustments to reconcile operating income (loss)
to net cash flows from operating activities:

Depreciation expense 209,754 - - -

Change in assets and liabilities:
Accounts receivable 3,363 (403) (9,896) -
Prepaids (597) - - -
Inventories 5,148 - - -
Accounts payable 19,397 - - -
Accrued expenses 1,587 - - -
Due to primary government - 403 9,896 -

Net cash provided by operating activities $ 721773 32186298 $ 967506 3 531

Schedule of noncash capital and related
financing activities
Acquisition of capital assets through
contributions 553,584 - - -

22



Exhibit E

Medical
Benefits Total

$ (105,752) $3,531,704

- 209,754

- 6,936
- (597)
- 5,148
5,798 25,195
- 1,587
- 10,299

$ (99954) $3.776.154

- 553,584

These financid statements should be read only in connection
with the accompanying notes to the financia statements.
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MARION WATER DEPARTMENT
Water Fund

Statement of Revenues, Expendituresand
Changesin Fund Balance-
Budget to Actual (Cash Basis)

For the Year Ended June 30, 2004

Revenues.
Chargesfor services
Miscdlaneous
Totd receipts
Expenditures.
Business activities
Water

Excess (deficiency) of revenues over
(under) expenditures

Other financing uses.
Transfers out

Net change in fund balances
Beginning fund baance
Ending fund baance

Exhibit F

Variance with

These financid statements should be reed only in connection
with the accompanying notes to the financia statements.

Final Budget -

Budgeted Amounts Positive
Original Final Actual (Negative)
$1,605,500 $1,605500 $1,676,709 $ 71,209
136,800 136,800 279,441 142,641
1,742,300 1,742,300 1,956,150 213,850
1,743,440 1,743,440 1,482,394 261,046
(1,140) (1,140) 473,756 474,896
- - (97,218) (97,218)
(1,140) (1,140) 376,538 377,678

8,044,603 8,044,603 8,044,603 -

043,463 $8.043.463 $8.421141 $ 377.678



24
Exhibit G
MARION WATER DEPARTMENT
Meter Deposits Fund
Statement of Revenues, Expenditures and Changesin Fund Balance-
Budget to Actual (Cash Basis)

For the Year Ended June 30, 2004

Variance with

Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues:
Miscdlaneous $ - $ - $ 25572 $ 25572
Expenditures.
Budness activities.
Water - - 25,271 (25,271)
Excess of revenues over expenditures - - 301 301
Beginning fund baance 68,527 68,527 68,527 -
Ending fund balance $ 68527 $ 68527 $ 68828 $ 301

These financid statements should be reed only only in connection
with the accompanying notes to the financia statements.
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Exhibit H
MARION WATER DEPARTMENT
M edical Benefits Fund
Statement of Revenues, Expenditures and Changesin Fund Balance-
Budget to Actual (Cash Basis)

For the Year Ended June 30, 2004

Variance with

Final Budget -
Budgeted Amounts Positive
Original Final Actual (Negative)
Expenditures.
Busness activities
Water $ - $ - $ 99954 $ (99,9%4)
Excess of revenues over expenditures - - (99,954) (99,954)
Other financing sources:
Trandersin - - 97,218 97,218
Net change in fund balance - - (2,736) (2,736)
Beginning fund baance 98,220 98,220 98,220 -
Ending fund balance $ 98220 $ 98220 $ 95484 $  (2.736)

These financid statements should be read only in connection



with the accompanying notes to the financia statements.
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MARION WATER DEPARTMENT
Notesto Financial Statements

June 30, 2004

(1) Summary of Significant Accounting Policies

The Marion Water Department is a municipd utility that is a politica subdivison and component unit of the
City of Marion, lowa, located in Linn County. The financid statements include dl funds of the Department.
The Department is governed by a board of trustees appointed by the City of Marion, lowa, City Council
and is managed by an adminigrator. The component unit provides water service to the citizens of Marion,
lowa.

A. Reporting Entity

For financid reporting purposes, the Marion Water Department has included al funds, organizations,
agencies, boards, commissons and authorities. The component unit has adso consdered al potentia
component units for which it is financialy accountable, and other organizations for which the nature and
sgnificance of ther rdationship with the component unit are such that excluson would cause the
component unit’s financid statements to be mideading or incomplete. The Governmental Accounting
Standards Board has set forth criteria to be consdered in determining financid accountability. These
criteriainclude gppointing a voting mgority of an organization’s governing body and (a) the ability of the
Department to impose its will on that organization or (2) the potentid for the organization to provide
specific benefits to or impose specific financia burdens on the Department. The component unit has no
component units.

B. Enterprise-wide and Fund Financia Statements

The enterprise unit-wide financid datements (i.e., the statement of net assets and the statement of
changes in net assets) report information on al of the activities of the component unit. For the most
part, the effect of interfund activity has been removed from these satements.

The statement of activities demongtrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
gpecific function or segment. Program revenues include 1) charges to customers or agpplicants who
purchase, use or directly benefit from goods, services or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the operational or capitd
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as genera revenues.

Mgor individud enterprise funds are reported as separate columns in the fund financia statements.
Nortmagjor funds are consolidated into a sSingle column within each financid section of the basic financid
gatements and are detailed in the supplementa information.

C. Measurement Focus, Basis of Accounting and Financid Statement Presentation

The component unit-wide financid statements are reported using the economic resources measurement
focus and the accrud basis of accounting, as are the enterprise fund financia statements. Revenues are
recorded when earned and expenses are recorded when aliability isincurred, regardless of the timing of
related cash flows.
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(2) Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting and Financid Statement Presentation (continued)

The Marion Water Department reports the following mgor enterprise funds:

The Water Fund - The Water Fund accounts for the operation and maintenance of the water
digribution system.

The Sewer Rental Fund - The Sewer Rental Fund hills, collects and remits sewer fees to the
primary government.

The Solid Waste Fund - The Solid Waste Fund hills, collects and remits solid waste fees to the
primary government.

Other enterprise funds account for operations and activities thet are financed and operated in a manner
amilar to a private business enterprise, and where the costs of providing goods or services to the
generd public on a continuing bads are expected to be financed or recovered primarily through user
charges, or where the component unit has decided that periodic determination of revenues earned,
expenses incurred and/or net income is appropriate for capital maintenance, public policy, management
control, accountability or other purposes. The component unit has two funds classfied as mgor funds
by management and they are asfollows. Meter Deposits and Medica Benefits.

Private-sector standards of accounting and financia reporting issued prior to December 1, 1989,
genegdly are fallowed in both the government-wide and proprietary fund financid tatements to the
extent that those standards do not conflict with or contradict guidance of the Governmenta Accounting
Standards Board. Governments adso have the option of following subsequent private-sector guidance
for their busness-type activities and enterprise funds, subject to this same limitation. The component
unit has eected to follow subsequent private-sector guidance.

Transactions among component unit funds that would be trested as revenues and expenditures or
expenses if they involved organizations externd to component unit government are accounted for as
revenues and expenditures or expenses in the funds invol ved.

Transactions which conditute reimbursements to a fund for expenditures initialy made fromit which are
properly applicable to another fund are recorded as expenditures in the rembursing fund and as
reductions of expenditures in the rembursed fund.

Transactions which condtitute the transfer of resources from a fund receiving revenues to a fund through
which the revenues are to be expended are separately reported in the respective funds operating
Satements.
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(2) Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation (continued)

Enterprise funds distinguish operating revenues and expenses from non-operating items.  Operating
revenues and expenses generdly result from providing services and producing and delivering goods in
connection with an enterprise fund's principa ongoing operations. The principa operating revenues of
enterprise funds are user fees and charges to customers for sales and services. Operating expenses for
enterprise funds include the cogt of sdes and services, adminigtrative expenses and depreciation on
capita assats. All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses.

The component unit maintains its financial records on the cash basis. The financid statements of the
component unit are prepared by making memorandum adjusting entries to the cash bads financid
records.

D. Useof edimatesin preparing financid satements

The preparation of financial statements in conformity with generaly accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
ligbilities and disclosure of contingent assets and liahilities a the date of the financid statements and the
reported amounts of revenue and expenses and other changes in net assets during the reporting period.
Actud results could vary from those estimates.

E. Assats Liabilities and Fund Equity

The following accounting policies are followed in preparing the combined balance sheet:

Cash, Pooled Investments and Cash Equivalents - The cash balances of most component unit funds
are pooled and invested. Interest earned on investments is recorded in the Generd Fund, unless
otherwise provided by law. Invesments are sated at far vaue except for the invesment in
certificates of deposit, which are stated &t cost.

For purposes of the statement of cash flows, dl short-term cash investments thet are highly liquid
are considered to be cash equivaents. Cash equivaents are readily convertible to known amounts
of cash and, at the day of purchase, they have amaturity date no longer than three months.

Capital Assets - Capital assets, which include property, equipment and vehicles and infrastructure
asts (eg., buildings, wells, towers, pipes and hydrants which are immovable and of vaue only to
the component unit), are reported in the business-type activities column in the component unit-wide
statement of net assets. Capital assets are recorded at historica cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation. The costs of normal maintenance and repairs that do not add to the vaue of the
ast or materially extend asset lives are not capitalized. Reportable capitd assets are defined by
the component unit as assets with initid, individua cogtsin excess of $5,000.
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(2) Summary of Significant Accounting Policies (continued)
E. Asss, Liabilities and Fund Equity (continued)

Property and equipment of the City is depreciated using the straight line method over the following
estimated ussful lives:

Estimated
Useful Lives
Asset Class (In Years)
Buildings 40-50
Improvements other than buildings 5-50
Equipment 2-20
Due to Other Governments - Due to other governments represents amounts due to the primary

governmen.

Compensated Absences - Component unit employees accumulate a limited amount of earned but
unused vacation and sick leave hours for subsequent use or for payment upon termination, death or
retirement. A liability is recorded when incurred in the component unit-wide and enterprise fund
financid satements. A liability for these amounts is reported in enterprise fund financid statements
only for employees that have resgned or retired. The compensated absences liability has been
computed based on rates of pay in effect at June 30, 2004. The compensated absences liability
attributabl e to the business-type activitieswill be paid primarily by the Water Fund.

Fund Equity - In the Enterprise Fund financia statements, reservations of fund balance are reported
for amounts that are not available for appropriation or are legdly restricted by outside parties for
use for a specific purpose. Designations of fund balance represent tentative management plans that
are subject to change.

Net Assets - Net assets represent the difference between assets and liabilities. Net assets invested
in capital assets, net of related debt, conssts of capita assets, net of accumulated depreciation,
reduced by the outstanding baances of any borrowings used for the acquistion, construction or
improvement of those assets. Net assets invested in capitd assets, net of related debt excludes
unspent debt proceeds. Net assets are reported as restricted when there are limitations imposed on
their use through external redtrictions imposed by creditors, grantors or laws or regulations of other
governments. Redtricted resources are used first to fund gppropriation.  The component unit first
applies restricted resources when an expense is incurred for purposes for which both restricted and
unrestricted net assets are available.
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(2) Summary of Significant Accounting Policies (continued)
F. Budgets and Budgetary Accounting

In accordance with the Code of lowa, the Board of Trustees annually adopts a budget on the cash basis
following required public notice and hearing for dl funds and gppropriates the amount deemed
necessary for each of the different component unit offices and departments. The budget may be
amended during the year utilizing smilar statutorily prescribed procedures.  Encumbrances are not
recognized on the cash basis budget and appropriations |apse a year end.

Forma and legd budgetary control for the component unit is based upon one mgor class of
expenditures known as the business-type activities, not by fund or fund type. Although the budget
document presents function disbursements by fund, the legd leve of control is at the aggregated function
level, not a the fund or fund type level. Legd budgetary control is aso based upon the appropriation to
each office or department.

The component unit does not budget for the sewer and solid waste funds. These funds are budgeted for
a the primary government leve. The component unit is only the collecting agent for the primary
governmert.

The following is a comparison of expenditures to budget:
Variancewith  Actual

Final - Budget % of
Amended Positive Amended

Actual Budget (Negative) Budget
Expenditures.
Business-type activities $1,482,394 $ 1,743,440 $ 261,046 85%

(2) Depositsand Investments
Deposits

The component unit’s deposts at June 30, 2004 were entirely covered by federd depository insurance or
by the State Sinking Fund in accordance with Chapter 12C of the Code of lowa. This chapter provides for
additional assessments againg the depositories to insure that there will be no loss of public funds. At June
30, 2004, primary government deposits per component unit records totaled approximately $1,711,812.

| nvestments

The component unit is authorized by datute to invest public funds in obligations of the United States
Government, its agencies and indrumentdlities, certificates of depost or other evidences of deposit a
federaly insured depository indtitutions approved by the Board of Trustees and the Treasurer of the State of
lowa, prime digible bankers acceptances, certain high-rated commercia paper; perfected repurchase
agreements, certain registered open-end management investment companies; certain joint investment trusts,
and warrants or improvement certificates of a drainage digtrict.
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(2) Deposits and I nvestments (continued)

The component unit’s investments are categorized to give an indication of the level of risk assumed by the
component unit at year end. The component unit has $301,546 at June 30, 2004 in CDs at various banks.

(3) Interfund Transfers

The detall of interfund transfers for the year ended June 30, 2004 is as follows:

Transfer to Transfer from Amount
Medica Benefits Water Fund $ 97218

(4) Capital Assets
Capital assets activity for the year ended June 30, 2004 was as follows:

Balance Balance
Beginning End
of Year Increases  Decreases of Year
Business-type activities:
Capital assets not being depreciated:
Land $ 240,094 $ 25,000 $ - $ 265,094
Congtruction in progress 163,481 179,300 (163,481) 179,300
Totd capital assets not
being depreciated 403,575 204,300 (163,481) 444,394
Capital assets being depreciated:
Buildings, wells and towers 1,481,802 - - 1,481,802
Vehicles 255,175 32,793 - 287,968
Computers - 9,267 - 9,267
Equipment - 93,084 - 93,084
Pipes and hydrants 6,051,882 660,521 - 6,712,403
Meters 322,642 - - 322,642
Totd capitd assetsbeing
depreciated 8,111,501 795,665 - 8,907,166
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(4) Capital Assets (continued)

Balance Balance
Beginning End
of Year Increases  Decreases of Year
Less accumulated depreciation for:
Buildings, wells and towers 556,282 33,307 - 589,589
Vehicles 98,962 24,448 - 123,410
Computers - 1,569 - 1,569
Equipment - 6,314 - 6,314
Pipes and hydrants 841,479 128,744 - 970,223
Meters 140,537 15,372 - 155,909
Tota accumulated
depreciation 1,637,260 209,754 - 1,847,014
Tota capita assets being depreciated,
net 6,474,241 585,911 - 7,060,152

Business-type activities capital assets,
net $ 6877816 $ 790,211 $ (163.481) $ 7.504.546

Totd depreciation, Business-type activities:
Water $ 209,754

(5) Retirement System

The Department contributes to the lowa Public Employees Retirement System (IPERS) which is a cost-
sharing multiple-employer defined benefit pension plan administered by the State of lowa. IPERS provides
retirement and death benefits which are established by State statute to plan members and beneficiaries.
IPERS issues a publicly avalable financid report that includes financid dSatements and required
supplementary information. The report may be obtained by writing to IPERS, P.O. Box 9117, Des
Moines, lowa 50306-9117.

Plan members are required to contribute 3.70% of their annua sdary and the Department is required to
contribute 5.75% of annua covered payroll. Contribution requirements are established by State Satute.
The Department’s contributions to IPERS for the years ended June 30, 2004, 2003, and 2002 were
$29,188, $30,775, and $30,519, respectively, which were equa to the required contributions for each
year.

(6) Deferred Compensation Plan
The Department offers its employees a deferred compensation plan under Internd Revenue Code Section

457. The plan dlows Department employees to defer a portion of their current sdary until future years.
The employee becomes digible to withdraw funds upon termination, retirement, death or unforeseeable

emergency.
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(6) Deferred Compensation Plan (continued)

The Department deposits al amounts of compensation deferred under the plan to the fiduciary designated
by the employee.

(7) Compensated Absences

(8)

©)

Department employees accumulate vacation and sick leave hours for subsequent use or, in the case of the
accumulated vacation pay, for payment upon termination, retirement or deaeth. The accumulations are not
recognized as dishursements by the Department until used or paid. The Department’ s gpproximate ligbility
for earned compensated absences payable to employees at June 30, 2004 was as follows:

Sick leave $ 22,483
Vacation 23,290
Total $ 45,773

This liability has been computed based on rates of pay and rates for payroll taxes and IPERS as of June 30,
2004. Sick leaveis payable when used. Retiring employees who have accumulated at least 30 days of sick
leave are entitled to one and one-half months regular pay as severence pay.

Related Party Transactions

The component unit bills and collects for sewer and garbage services provided for the primary government
to its resdents. During the year ended June 30, 2004, the component unit collected and remitted to the
primary government $2,193,597 for sewer and $972,090 for garbage service. Fees paid to the component
unit by the primary government during the year to pay for this service totaled $63,802.

L ocal Government Risk Pooal

The component unit has chosen to participate in the primary government’s risk financing program for risks
associated with the employee’ s hedth insurance plan. The component unit self-funds hedlth insurance dams
arisng from the component unit’'s employees to a stop-loss insured amount of $30,000 per participant and a
125% aggregate stop-loss amount based on the “pure premiums’ amount multiplied by the number of single
and family contracts covered during the contract year. The total cost of these benefitsis transferred from
the Water Fund based upon the number of employees and the type of plan (single or family) chosen by the
employee. Amounts charged are gpproximately $209 per month single and $522 per month family which is
an amount based on past clam history. The amount transferred will be adjusted over a reasonable period
of time so that the Medica Benefits Fund receipts and disbursements are gpproximately equal. Claims paid
totaled $76,312 during the year ended June 30, 2004. At June 30, 2004, the component unit’s share of
estimated clams incurred but unpaid was approximately $18,000 based upon an actuaria determination.

MARION WATER DEPARTMENT
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(9) Local Government Risk Pool (continued)

The component unit obtains its workers compensation coverage through the primary unit, which is a
member in the lowa Municipa Workers Compensation Association (IMWCA). IMWCA is a locd
government risk sharing pool established for the purpose of managing and funding workers compensation
cdams againg its members. Members are assessed an annud fee based on respective clams history,
number of employees and the risk category of each employee. During the year ended June 30, 2004, the
component unit remitted $9,088 to IMWCA for the workers compensation premiums arisng from
component unit employees.

(10) Risk M anagement

The component unit is exposed to various risks of loss related to torts; theft; damage to and destruction of
assets; errors and amissions; injuries to employees, and naturd disasters. These risks are covered by the
purchase of commercid insurance. Settled claims from these risks have not exceeded commercia insurance
coverage in the past fiscd year.

(11) Commitments

For retirees with a minimum of 30 years of sarvice, the component unit provides single premium hedth
insurance coverage for a period not to exceed three continuous years, then up to $100 per month toward
hedth insurance coverage until the retiree is digible for Medicare/Medicaid coverage. At June 30, 2004,
there were three employees with over 30 years of service digible for these benefits upon retirement. The
component unit's contributions for these benefits are financed on a pay-as-you-go bass and totaed
$11,073 for the year ended June 30, 2004.

Thisinformation isan integra part of the accompanying financid satements.
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Independent Auditor’s Report on Internal Control
Over Financial Reporting and on Compliance and Other
Matters Based on Audit of Financial Statement



Board of Trustees
Marion Water Department
Marion, lowa

We have audited the financid datements of the governmentd activities, the business type activities, the
aggregate discretely presented component units, each mgor fund, and the aggregate remaining fund information
of Marion Water Department as of and for the year ended June 30, 2004which collectively comprise Marion
Water Department’s basic financia statements and have issued our report thereon dated September 2, 2004.
We conducted our audit in accordance with auditing standards generaly accepted in the United States of

America and the sandards applicable to financia audits contained in Gover nment Auditing Standards, issued
by the Comptroller Genera of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we consdered Marion Water Department’ s internd control over financid
reporting in order to determine our auditing procedures for the purpose of expressng our opinion on the
financiad statements and not to provide an opinion on the interna control over financid reporting. However, we
noted certain matters involving the interna control over financia reporting and its operation that we consider to
be reportable conditions. Reportable conditions involve matters coming to our atention relating to significant
deficiencies in the design or operation of theinterna control over financia reporting that, in our judgment, could
adversdy affect Marion Water Department’s ability to record, process, summarize and report financia data
conggtent with the assartions of management in the financial statements. Reportable conditions are described in
the accompanying schedule of findings and responses as item 1-A-04.

A materid weakness is a reportable condition in which the design or operation of one or more of the interna
control components does not reduce to a relatively low leve the risk that misstatements caused by error or
fraud in amounts that would be materid in reation to the financid statements being audited may occur and not
be detected within a timely period by employees in the norma course of performing their assgned functions.
Our condderation of the interna control over financid reporting would not necessarily disclose al mattersin the
internal control that might be reportable conditions and, accordingly, would not necessarily disclose dl
reportable conditions that are dso consdered to be material weaknesses. However, we beieve none of the
reportable conditions described above is a materia weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Marion Water Department’s financid statements are
free of materia misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and materia effect on the
determination of financid statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results
of our tests disclosed no ingtances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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This report is intended soldly for the information and use of the audit committee, management and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnd of the Marion

Water Department during the course of our audit. Should you have any questions concerning any of the above
matters, we shdl be pleased to discuss them with you at your convenience,

Cedar Rapids, lowa
September 2, 2004
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MARION WATER DEPARTMENT
Schedule of Findings
Year Ended June 30, 2004

Part |: Findings Related to the Financial Statements

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

REPORTABLE CONDITIONS:

I-A-04

Segregation of duties - One important aspect of internad contral is the segregation of duties
among employees to prevent an individua employee from handling duties which are
incompatible. We noted imcompatible duties being performed in the cash receipts and cash
disbursement functions.

Recommendation - We redlize that with a limited number of office employees, segregation
of duties is difficult. However, we recommend that the component unit review its operating
procedures to obtain the maximum internal control possible under the circumstances.

Response - The Water Department has segregated duties where possible and does utilize
rotation of duties to compensate for this weakness in its controls. The Water Department
will review its present internal control procedures and will consder additiond review
procedures where practical.

Conclusion - Response accepted.
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MARION WATER DEPARTMENT
Schedule of Findings
Year Ended June 30, 2004

Part I1: Findings Related to Statutory Reporting

11-A-04

11-B-04

11-C-04

11-D-04

l1-E-04

II-F-04

11-G-04

11-H-04

Officid Depogitories - A resolution naming officid depositories
has been gpproved by the component unit. The maximum deposit amounts in the resolution were
not exceeded during the year ended June 30, 2004.

Certified Budget - Disbursements during the year ended June
30, 2004 did not exceed the amounts budgeted.

Quedtionable Disbursements - We noted no disbursements that
fail to meet the requirements of public purpose as defined in an Attorney Generd’ s opinion dated
April 25, 1979.

Travel Expense - No disbursements of City money for trave
expenses of spouses of component unit officias or employees were noted.

Busness Transactions - We noted no business transactions
between the component unit and component unit officias or employees.

Bond Coverage - Surety bond coverage of component unit
officids and employees is in accordance with statutory provisons. The amount of coverage should
continue to be reviewed annudly to insure that the coverage is adequate for current operations.

Board of Trustees Minutes - We noted no transactions that we
believe should have been approved in the council minutes and were not.

Deposits and Invesments - We noted no instances of nor:
compliance with the deposit and investment provisions of Chapter 12B and 12C of the Code of
lowa and the component unit’s investment policy.
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Audit Staff

This audit was performed by:
William E. Murray, CPA, Audit Partner
Andrew J. Johnson, Senior Associate

Jugtin P. Zimmerman, Associate
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